A Study of CSR Rules under Companies Act, 2013 by KUMAR, NITIN
Asian Journal of Multidisciplinary Studies                                  ISSN: 2321-8819 (Online) 
Volume 2, Issue 5, May 2014                                       2348-7186 (Print)   
Impact Factor: 0.923 (JIF) 
    
 
                                                                       Available online at www.ajms.co.in  142 
A Study of CSR Rules under Companies Act, 2013 
 
CS Nitin Kumar 
Samaspur, Near Sector - 51, Gurgaon, Haryana, Pin – 122003 
Abstract : Corporate social responsibility has become an increasingly popular and contentious 
field of study since the 1970s. CSR is the process by which an organization thinks about and 
evolves its relationships with stakeholders for the common good, and demonstrates its 
commitment in this regard by adoption of appropriate business processes and strategies. CSR is 
not charity or mere donations. Governments around the world and international frameworks are 
increasingly establishing mandates for the private sector to shift from a purely financial bottom-
line approach to what is now known as triple bottom line (people, planet and profit). 
Introduction of a Corporate Social Responsibility clause has made India the first country to 
mandate CSR through a statutory provision.  While CSR is not mandatory for Companies, the 
rules are in line with the ‗Comply or Explain‘ principle with penalties applicable only if an 
explanation is not offered. 
―88% of consumers said they were more likely to buy from a company that supports and engages 
in activities to improve society.‖ Better Business Journey, UK Small Business Consortium 
This paper is focused on Companies Act, 2013 & its provision on mandatory spending and 
disclosure of Corporate Social Reasonability activities 
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1. INTRODUCTION 
When the President of India gave assent to the 
Companies Bill, 2013, India became the first 
country to mandate spend on CSR activities 
through a statutory provision. India has set itself 
apart from other Asian countries by codifying 
corporate social responsibility (CSR) spending for 
targeted companies. The Union Minister of State 
for Corporate Affairs, Sachin Pilot, has said that 
the aim of the legislation was to make India a safe 
and attractive destination for investment and to do 
away with ‗inspector raj‘ on companies.  
On 27 February 2014, the Government of India has 
notified provisions and corresponding Rules 
pertaining to Corporate Social Responsibility under 
the Companies Act, 2013. Clause 135 of the 
Companies Act, 2013 (the ―CSR Clause‖) requires 
targeted companies to spend a prescribed formula-
based amount on CSR for the applicable fiscal 
year, report on these activities, or explain why they 
failed to spend, in the annual board report. CSR 
provisions may be viewed as an honest attempt to 
integrate objectives of the enterprises with the 
socioeconomic objectives of the country. 
2. CORPORATE SOCIAL RESPONSIBILITY 
CSR is a way of conducting business, by which 
corporate entities visibly contribute to the social 
good. Socially responsible companies use CSR to 
integrate economic, environmental and social 
objectives with the company‘s operations and 
growth. 
The act defines CSR as activities that promote 
poverty reduction, education, health, environmental 
sustainability, gender equality, and vocational skills 
development. Companies can choose which area to 
invest in, or contribute the amount to central or 
state government funds earmarked for 
socioeconomic development. While this definition 
of CSR is broad and open to interpretation, it 
clearly emphasizes corporate philanthropy rather 
than strategic CSR. The act does, however, specify 
that companies ―shall give preference to the local 
area and areas around where it operates.‖ 
The European Commission describes it as: ―CSR is 
a concept whereby companies decide voluntarily to 
contribute to a better society and a cleaner 
environment. It is a concept whereby companies 
integrate social and environmental concerns in their 
business operations and in interaction with their 
stakeholders on a voluntary basis.‖ 
3. OBJECTIVES OF THE STUDY  
The study has been geared towards achieving the 
following objectives: 
1. To understand the concept of CSR. 
2. To examine CSR Rules under Companies Act, 
2013 
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3. To disseminate information about the latest 
happenings in the CSR field to people engaged 
in policymaking, policy analysis, policy 
research and other Stakeholders. and                                             
4. To provide information for future research 
works on CSR. 
4. RESEARCH METHODOLOGY  
The research paper is an attempt of exploratory 
research, based on the secondary data sourced from 
journals, magazines, articles and media reports.  
Looking into requirements of the objectives of the 
study the research design employed for the study is 
of descriptive type. Keeping in view of the set 
objectives, this research design was adopted to 
have greater accuracy and in depth analysis of the 
research study.   
Available secondary data was extensively used for 
the study. The investigator procures the required 
data through secondary survey method. Different 
news articles, Books and Web were used which 
were enumerated and recorded. 
5. LITERATURE REVIEW 
CA. Sanjay Kumar Sharma (2013) studied ―A 360 
degree analysis of Corporate Social Responsibility 
(CSR) Mandate of the New Companies Act, 2013‖ 
& found that In order to ensure meeting the true 
spirits of the new CSR law, a well organized, 
professionally capable and independent team needs 
to be formed. It is possible only when companies 
come forward and join together for this common 
good goal. Building an expert and trained team of 
professionals is needed for managing funds 
earmarked for CSR purposes is required. 
Akanksha Jain (2014) studied ―The Mandatory 
CSR in India: A Boon or Bane‖ & found that the 
mandated 2% CSR investment in the new Indian 
Companies Bill is a novel solution to India‘s social 
problems. It may not be perfect but it is a product 
out of necessity for economic justice in India. 
Corporations in India have failed to take the 
responsibility for the real cost of their functioning. 
Many often pollute the environment and run away 
from human hazards that they invent. 2% CSR 
policy envisions a system in which each industry 
would contribute in a manner apt with their 
expertise. Chemical and oil companies might take 
environmental and safety initiatives and technology 
companies might take tech-education initiatives. 
Thus, in a nutshell, this new policy may turn out to 
be a boon for both the corporates and the society, 
propelling India towards the path of equitable and 
sustainable growth. 
Comments on Draft CSR Rules under Section 135 
of Companies Act 2013, National Foundation for 
India was focused on potential difficulties relating 
to the CSR rules and suggestions for each problem.  
6. CORPORATE SOCIAL RESPONSIBILITY 
IN INDIA 
―The wealth that one creates has to be ploughed 
back for the benefit of society.‖ – Mahatma Gandhi 
―Corporate social responsibility must not be 
defined by tax planning strategies alone. Rather, it 
should be defined within the framework of a 
corporate philosophy which factors the needs of the 
community and the regions in which a corporate 
entity functions. This is part of our cultural 
heritage. Mahatma Gandhi called it trusteeship….I 
invite corporate India to be a partner in making 
ours a more humane and just society… We need a 
new Partnership for Inclusive Growth based on 
what I describe as a Ten Point Social Charter...first, 
we need to have healthy respect for your workers 
and invest in their welfare…‖ . Manmohan Singh, 
Prime Minister, 2007 
In a country like India, where one-third of the 
population is illiterate, two-thirds lack access to 
proper sanitation, and 400 million people still live 
on less than US$ 1.25 a day (World bank, 2010) 
the passage of the Companies Act should be taken 
as a positive step forward in ensuring that business 
contributes to equitable and sustainable 
economic development. Companies have no 
shortage of CSR opportunities or issues areas to 
address as the needs in India are immense. While 
many corporate houses have been traditionally 
engaged in doing CSR activities voluntarily, the 
new CSR provisions put formal and greater 
responsibility on companies to set out clear 
framework and process to ensure strict compliance.  
7. COMPANIES ACT, 2013 AND CSR-
SECTION 135 
CSR which has largely been a voluntary 
contribution by corporates has now been included 
in law. Section 135 and the CSR Rules have now 
been made applicable with effect from 1 April 
2014. The CSR Rules appear to widen the ambit 
for compliance obligations to include the holding 
and subsidiary companies as well as foreign 
companies whose branches or project offices in 
India fulfill the specified criteria.  There is a need 
for clarity with respect to the compliance 
obligations of a company as well as its holding and 
subsidiary companies. Once covered under CSR 
provisions, companies will need to have 3 
consecutive years where the provisions do not 
apply to them before they can stop complying with 
the requirements relating to CSR. Surplus arising 
from CSR activities are not to be considered as 
business profits of the company and may therefore 
need to be ploughed back into CSR activities.  
7.1 Applicability 
The requirement will apply to any company that is 
incorporated in India, whether it is domestic or a 
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subsidiary of a foreign company. Companies are 
subject to the CSR requirements if they have, for 
any financial year:  
 net worth of at least Rs. 5 billion 
(approximately U.S.$80 million); 
 turnover of at least Rs. 10 billion 
(approximately U.S.$160 million); or 
 net profits of at least Rs. 50 million 
(approximately U.S. [$800,000) during 
any of the previous three financial years. 
Companies meeting these thresholds are required to 
develop a CSR policy, spend a minimum amount 
on CSR activities and report on these activities, or 
prepare to explain why they didn't. It is estimated 
that a total of 8,000 companies in India would be 
required to meet the CSR requirements among the 
9 lakh active companies in India and the 2% CSR 
expenditure would translate to companies' spending 
around Rs 12,000 crore to 15,000 crore annually.  
Companies (Corporate Social Responsibility 
Policy) Rules, 2014 define net profit of a company 
to mean net profit as per its financial statements 
prepared in accordance with the 2013 Act, but 
excludes: 
– Any profit arising from any overseas branch or 
branches of the company, whether or not operated 
as a separate company; 
– Any dividend received from other companies in 
India complying with CSR provisions, as 
applicable. 
Net Profit for the section 135 and CSR rules shall 
mean net profit before tax as per books of accounts 
and shall not include profits arising from branches 
outside India. In case of foreign companies, net 
profit means the net profit as per the profit and loss 
account prepared under the relevant provisions of 
the 2013 Act. 
The CSR Rules specify that a company which does 
not satisfy the specified criteria for a consecutive 
period of three financial years is not required to 
comply with the CSR obligations, implying that a 
company not satisfying any of the specified criteria 
in a subsequent financial year would still need to 
undertake CSR activities unless it ceases to satisfy 
the specified criteria for a continuous period of 
three years. This could increase the burden on 
small companies which do not continue to make 
significant profits. 
7.2 Qualifying CSR Activities 
Schedule VII of the Companies Act, 2013 provides 
for list of activities which may be included by 
companies in their CSR Policies: Activities relating 
to: 
 Eradicating extreme hunger and poverty; 
 Promotion of education; 
 Promoting gender equality and 
empowering women; 
 Reducing child mortality and improving 
maternal health; 
 Combating human immunodeficiency 
virus, acquired immune deficiency 
syndrome, malaria  and other diseases; 
 Ensuring environmental sustainability; 
 Employment enhancing vocational skills; 
 Social business projects; 
 Contribution to the Prime Minister's 
National Relief Fund or any other fund set 
up by the  
 Central Government or the State 
Governments for socioeconomic 
development and relief and funds for the 
welfare of the Scheduled Castes, the 
Scheduled Tribes, other backward classes, 
minorities and women; and 
 Such other matters as may be prescribed. 
In determining CSR activities to be undertaken, 
preference would need to be given to local areas 
and the areas around where the company operates. 
Schedule VII states that certain new activities could 
be classified as CSR activities— protection of 
national heritage, art and culture, including 
restoration of buildings and sites for historical 
importance and works of art, setting up of public 
libraries, promotion and development of traditional 
arts and handicrafts, measures for the benefit of the 
armed forces veterans, war widows and their 
dependants, rural development projects, training to 
promote sports, funds to technology incubators, etc. 
The scope of certain existing activities has been 
enhanced—the scope of promoting education also 
includes special education. Further, the schedule 
elaborates on certain activities. For example 
environment sustainability which includes 
ecological balance, maintaining quality of air, 
water and soil, conservation of national resources 
etc. 
The CSR activities should not be undertaken in the 
normal course of business and must be with respect 
to any of the activities mentioned in Schedule VII 
of the 2013Act. Contribution to any political party 
is not considered to be a CSR activity and only 
activities in India would be considered for 
computing CSR expenditure. 
7.3 CSR Committee 
Each qualifying company needs to form a CSR 
committee which will formulate the CSR policy of 
the company and effectively monitor the CSR 
activities of the company. Section 135 of the 2013 
Act requires the CSR Committee to consist of at 
least three directors, including an independent 
director. However, it exempts unlisted public 
companies and private companies that are not 
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required to appoint an independent director from 
having an independent director as a part of their 
CSR Committee and stipulates that the Committee 
for a private company and a foreign company need 
have a minimum of only 2 members. 
The duties of CSR committee shall be:  
 To formulate and recommend to the 
Board, a Corporate Social Responsibility 
Policy, which shall indicate the activities 
to be undertaken by the company as 
specified in Schedule VII; 
 To recommend amount of expenditure to 
be incurred on CSR activities;  
 To monitor the CSR policy of the 
company from time to time.  
7.4 Responsibility of the Board 
The Board of every qualifying company is required 
to hold following responsibilities:  
 The board committee is responsible for 
reviewing, approving, and validating the 
company‘s investments in CSR activities; 
 Recommend amount of expenditure to be 
incurred on the above activities; 
 To ensure that at least 2% of average net 
profit of last 3 preceding years is spent on 
CSR activities every year;  
 Monitor CSR policy from time to time; 
 Approve and disclose CSR Policy in the 
annual Directors‘ Report and on company 
website; 
 Ensure implementation of CSR activities 
as per the Policy; 
 Prior to each annual meeting, the board 
must submit a report that includes details 
about the CSR  initiatives undertaken 
during the previous financial year;  and 
 Directors‘ Report to specify reasons in 
case the specified amount is not spent. 
7.5 Modes for Undertaking CSR 
Activities 
CSR activities can be undertaken through: 
 a registered trust, or 
 a registered society, or 
 a company established by the company or 
its holding or subsidiary or associate 
company whether a not for profit company 
or otherwise. 
Conducting CSR through a third party:  In this 
regard, the CSR Rules have liberalized the 
participation of a third party to undertake CSR 
activities on behalf of the spending company 
provided it fulfills the relevant track record of three 
years in undertaking similar projects or programs. 
Such an entity would have to follow the 
specifications and modalities regarding utilization 
of funds, monitoring and reporting requirements as 
provided by the spending company. 
Conducting CSR through group 
entities: companies may carry out their CSR 
activities through their own or holding or 
subsidiary or associate company‘s registered 
society or trust or Section 8 Company 
Collaborating or pooling resources: Companies 
may also collaborate with each other for jointly 
undertaking CSR activities; provided that each of 
the companies is able individually report on such 
projects as per the reporting requirements under the 
Companies Act. 
7.6 Reporting 
The Act, 2013 requires companies to report on their 
CSR policy, governance and initiatives along with 
CSR budget spent. A company covered under CSR 
provisions is required to include an annual report 
on CSR containing specified particulars in its 
Board's Report pertaining to a FY commencing on 
or after 1 April 2014. In case of a foreign company, 
the balance sheet filed with the Registrar of 
Companies must contain specified particulars of a 
report on CSR. 
7.7 Failure to Comply 
If the company has been unable to spend the 
minimum required on its CSR initiatives, the 
reasons for not doing so are to be specified in the 
Board Report. There is no penalty for failing to 
spend on CSR, there are penalties for failing to 
report on CSR activities conducted or explain why 
CSR spending was not carried out. This 
incorporates the ―comply-or-explain‖ approach 
typically adopted for corporate governance. Failure 
to explain is punishable by a fine on the company 
of not less than 50,000 rupees and up to 25 lakh 
rupees. Further, officers who default on the 
reporting provision could be subject to up to three 
years in prison and/or fines of not less than 50,000 
rupees (about U.S. $900) and as high as 5 lakh 
rupees (about U.S. $9,200). 
8. CONCLUSION 
Introduction of CSR provision in the Companies 
Act in India is a welcome step; it will certainly 
engage companies to seriously contemplate social 
responsibility. In order to enable corporates to 
participate fully in the philanthropy space, the 
participation must start with a more inclusive 
management of CSR policies where government 
and industry work side by side, which does not 
assume that business and CSR are incompatible. In 
order to retain the advantage of having a CSR 
provision in the Companies Act, Companies should 
not view the CSR Clause as a reporting 
requirement i.e. a cost of doing business in India. 
Instead, they should utilize it as an opportunity to 
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effect positive impact in the communities where 
they work and in the communities they affect. It 
remains to be seen Whether the CSR Clause 
actually encourages more CSR spending or not, 
and how corporate India Inc moves away from 
philanthropy to a world of redistribution of wealth. 
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